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RAYMOND  P.  SHAFilR  HON.  ROBERT  E.  WOODSIDE  HON.  JOHN  S.  RICE  JOSEPH  J.  McHUCH 

Governor  Co-Chairman  Co-Chairman  Executive  Director 

March  14,  19^9 

Honorable  Raymond  P.  Shafer 
Governor  of  Pennsylvania 
Harrisburg,  Pennsylvania 

Dear  Governor  Shafer; 

Presented  herewith  is  Report  Number  I of  the  Little  Hoover  Committee. 

The  Committee  selected  as  one  of  the  first  areas  to  which  it  v/ould  give 
attention  the  subject  of  capital  improvements  planning  and  budgeting.  It  was 
thought  that  this  subject  required  priority  because  of  impending  legislative 
action  to  implement  the  recent  constitutional  amendments  requiring  preparation 
by  the  Governor  of  five-year  and  annual  capital  budgets.  Specifically,  the 
Committee  undertook  to  study  and  to  make  recommendations  for  possible  improve- 
ments in  the  organization  and  proceduies  for  capital  improvements  planning  and 
budgeting,  beginning  with  the  conception  of  a capital  project  and  terminating 
with  the  submission  to  the  legislature  of  that  project  as  a part  of  the  current 
capital  budget. 

The  basic  study  in  this  area  v/as  conducted  by  the  Task  Force  on  Capital 
Expenditures  and  Public  Works,  composed  of  John  W.  Ingram,  Chairman,  Martin  H. 
Brackbill,  Representative  H.  Jack  Seltzer,  Senator  George  N.  V/ade  and  V/illiam 
G.  Willis. 

The  Task  Force  reviewed  previous  reports  of  studies  of  the  Commonwealth 
capital  budgeting  and  construction  practices,  including  those  prepared  by  the 
Pennsylvania  Economy  League,  by  Day  and  Zimmerman,  Inc.,  by  the  Fels  Institute 
of  Local  and  State  Government,  and  by  the  Stanford  Research  Institute.  In  a 
series  of  five  meetings,  extending  over  a period  of  three  months,  the  Task 
Force  heard  testimony  concerning  the  present  capital  budget  system  and  poten- 
tial improvements  therein  from  the  Director  of  Planning  for  the  City  of  Phila- 
delphia, and  from  twelve  individuals  closely  associated  with  and  knowledgeable 
of  the  capital  budgeting  system  for  the  Commonwealth,  including  representatives 
of  the  Office  of  Administration,  the  State  Planning  Board,  the  General  State 
Authority,  the  Department  of  Property  and  Supplies,  the  Department  of  Public 
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.Instruction,  and  from  a forrnor  chairman  of  the  House  Appropriations  Committee. 

From  the  testimony  of  these  witnesses  and  from  other  sources  of  inform- 
ation, including  the  personal  experience  of  its  members,  it  v/as  evident  to  the 
Task  Force  that  several  major  deficiencies  have  impeded  effective  planning  and 
budgeting  for  the  Commonwealth's  capital  improvements.  Prominent  among  these 
deficiencies  are; 

1.  The  absence  or  inadequacy  of  comprehensive  long-range  planning 
for  functions  and  facilities  by  the  major  state  operating 
departments  and  institutions; 

2.  The  absence  or  inadequacy  of  proper  and  realistic  preliminary 
planning  from  the  earliest  stages  of  conception  of  a capital 
improvements  project; 

3.  The  absence  of  a clear  allocation  of  responsibilities  and  working 
relationships  among  the  several  Commonwealth  agencies  involved 

in  capital  improvements  planning  and  budgeting,  including  the 
operating  agencies.  State  Planning  Board,  Highway  Planning 
Commission,  Department  of  Property  and  Supplies,  and  the  Budget 
Secretary; 

4.  The  lack  of  a clear  definition  for  budgeting  purposes  of  capital 
improvements  and  expenditures. 

The  recommendations  which  follow,  and  which  are  numbered  1 through  21, 
were  submitted  by  the  Task  Force  to  the  full  Committee,  and  were  adopted 
and  approved  for  submission  to  you  as  Committee  recommendations.  They  are 
designed  to  assist  to  overcome  the  deficiences  listed  above,  and  to  comply 
with  the  requirements  of  the  recently  enacted  Constitutional  amendments  as 
they  affect  capital  budgeting  and  planning,  with  the  ultimate  objective  of 
providing  in  the  most  effective  and  economical  manner  the  essential  capital 
facilities  to  support  the  Commonwealth's  future  service  goals. 

Respectfully  yours, 


Co-Chairman 
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SUI-'.yARY  OF  RFCOi'OXIJDATIONS 


Pr.^^aniaat ion  for  Capital  Budf^ot  j n:^ 

The  Task  Force  on  Capital  Expenditures  rccomends  that  the  plannin{;  function 
now  carried  out  by  the  State  Planniiij^'  Board,  as  far  as  it  concerns  the  responsi- 
bility for  preparation  of  the  capital  budget  of  the  Cornmonvmalth,  including  a 
five-year  program  of  capital  expenditures,  bo  reorganized  in  such  a manner  as 
to  make  capital  improvements  planning  an  integral  part  of  the  functions  of  the 
Governor's  Office  and  staff. 

In  order  to  carry  out  this  recommendation,  the  Task  Force  urges  the  following 
changes; 

1.  Have  the  Planning  Director  appointed  by  and  directly  responsible 

to  the  Governor,  to  serve  at  his  pleasure,  at  a salary  commensurate 
with  the  responsibilities  of  the  office.  The  Planning  Director 
would  be  on  a coordinate  level  v/ith  the  Secretary  of  Administration 
and,  if  the  office  is  separate,  the  Budget  Secretary. 

2.  Assign  to  the  Planning  Director  and  staff  the  functions  of  reviev;- 
ing  all  requests  for  items  to  be  included  in  both  the  five-year 
capital  budget  and  the  five-year  operating  budget  required  by  the 
recent  amendments  to  the  Constitution;  the  coordination  of  the 
long-range  programming  aspects  of  a planning-programming-budgeting 
system;  and  the  regulation  and  coordination  of  long-range  depart- 
mental planning.  The  preparation  of  both  the  five-year  and  annual 
capital  and  operating  budgets  should  be  the  responsibility  of  the 
Budget  Secretary.  It  should  be  the  responsibility  of  the  Planning 
Director  and  Budget  Secretary  to  coordinate  the  long-range 
planning  processes,  v/irh  the  Governor  making  final  determinations. 

3.  The  State  Planning  Board,  as  an  advisory  body  to  the  Governor, 
would  receive  its  staff  support  from  the  Planning  Director  and  his 
staff . 

4.  Require  the  State  Highway  Commission  to  submit  to  the  Planning 
Director  for  reviev;  and  submission  to  the  Budget  Secretary  for 
incorporation  into  the  five-year  capital  budgets,  the  Commission's 
long-range  highv;ay  program. 


1 


\ 


■i 

-rt 


5.  Require  all  requeeie  for  authori'eatione  of  nov/  community  collc^feG 
to  bo  reviewed  by  the  Planning*  Director  prior  to  tranomittal  to 
the  Governor  for  hie  approval  oo  that  the  capital  costs  created 
by  such  authorizations  may  be  included  in  future  five-year  and 
annual  capital  pro-^rams. 

6.  Require  all  other  atjencies  of  the  Comtnonv/ealth  v;hioli  propose  to 
spend  funds  from  vfnatever  source,  v/hethor  borrowed  'inder  nev;  or 
prior  authorizations,  or  from  Federal  grants  or  state  taxes  or  other 
revenues,  to  submit  to  the  Planning  Director  their  pro£;rams  prior 

to  inclusion  in  the  capital  pro£;rams  of  the  Corrmionwealth, 

7.  Request  the  Attorney  General  and  his  staff  to  review  existing 
lav;s  on  planning  and  budjet  and  related  matters  v/ith  a viov;  to 
recommendin^Ij  specific  changes  in  statutes  v/hich  v;ill  be  required 
to  provide  the  loi;al  basis  for  carryin{;  out  the  recommendations 
of  the  Little.  Hoover  ComriUtmee . 

Definitions  of  Capital  Items 

8.  Est  ablish  a definition  of  capital  expenditures  to  include  adminis- 
trative costs  related  to  design  and  construction  of  capital  facilitie 
to  be  drawn  up  by  the  Planning  Director  in  consultation  v/ith  the 
Secretary  of  Administration  and,  if  a separate  office,  the  Bud^&t 
Secretary  for  reviev;  and  approval  of  the  Attorney  General. 

9.  Include  in  the  capital  bud{^-ot  all  items  of  a capital  nature,  to 
include  equipment  expenditures,  v/hich  previously  have  been  included 
in  operating  budgets.  (Note:  Items  included  in  the  capital  budget 
may  be  financed  from  current  revenues,  as  well  as  from  borrov/ing 
proceeds . ) 

10,  State  expenditures  in  the  form  of  subsidies  paid  to  local  govern- 
ments or  private  institutions  in  support  of  their  capital  outlays 
should  either  be  included  in  the  Commonv/oalth ' 3 capital  budgets,  or 
identified  and  cross-referenced  to  the  appropriate  sections  in  the 
operating  budget  v/here  they  are  set  forth  as  subsidies. 
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11,  For  purposes  of^  computing  the  constitutional  lirnitut ion  on  deot  v/hich 
can  be  incurred  to  linance  capital  expenditures,  a clear  statutory 
definition  of  the  terra  "revenue"  should  bo  enacted. 


Caoital  Isinrovcrr.onts  Plannin,'-  Procedure:: 


Virtually  all  of  those  v;ho  testified  before  the  Task  Force  on  Capital  expendi- 
tures v;ere  in  accord  that  the  most  glarinc  deficiency  in  the  Corrrnonv;ealth' s 
capital  improvements  planning  process  is  the  lack  of  careful  and  adequate 
"pre-planning"  - planning  at  the  conception  and  earliest  stages  of  consideration 
of  a project  ana  prior  to  its  approval  for  construction. 


To  assist  in  correcting  this  deficiency  and  to  otherv/ise  improve  and  expediie 
the  capital  budget  procedure,  the  following  recommendations  are  offered; 

12.  Each  Comimonv;ealth  departmicnt  or  other  agency  utilizing  and  having 
control  over  land,  buildings  or  other  capital  imiprovernenxs  should 
be  required  to  prep  nd  periodically  to  up-date  long-range 

capital  development  plans,  setting  forth  plans  for  utilization  of 
existing  facilities  and  of  proposed  future  land  and  structures 
acquisitions.  Such  plans  should  bo  clearly  related  to  approved  future 
functional  and  program  objectives,  and  should  project  the  relation- 
ship of  capital  plans  to  operating  expenditures  (and  revenues  v/here 
applicable)  for  a minimiurn  future  period  of  five  years,  ’ihere 
applicable,  supporting  individual  "campus  plans"  for  state-ovsned, 
aided  or  related  institutions  should  also  be  prepared  and  regularly 
up-dated.  All  plans  should  be  prepared  according  to  general 
criteria  and  standards  promulgated  by  the  Planning  Director,  and 
should  be  submitted  to  him..  In  turn,  such  plans  should  be  submitted 
to  the  Planning  Board  for  its  review  and  corair.ents  or  recom.mendations 
to  the  Governor,  who  should  give  final  approval  to  each  agency's 
plans.  After  a given  date,  no  agency  requests  for  capital  improve- 
ments to  be  included  in  long-range  or  current  annual  capital  budgets 
should  be  accepted  unless  an  approved  long-range  capital  improvements 
development  plan  has  been  submitted  a.nd  approved. 


13.  To  encourage  serious  departm.ental  concern  and  participation  in  five- 
year  capital  budget  procosscs  the  Budget  Secretary,  in  concert  v;ith 
the  Planning  Director,  should  reject  for  inclusion  in  the, current 
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As  a further  aid  aA'.d  support  for  reali.stic  capital  ir.proveAV.eA-its 
planning,  it  is  considered  essential  u'nat  the  of toAC-proposed  and 
often-delayed  prcpax’at IOa'a  of  an  inve.it ory  of  -all  Co:r..v.o.iv;i.alth- 


ovmed  land  and  iaprov^euents  b^  undertaken  pror.'.ptly, 


ity  and  procedures  bo  sstabiisn^xd 


na  respcnsiDi. 
.uaintaininy  the  inventory  as 


a perpetual  record  avaiic-blo  to  tAie  usir.y  ayencies,  ayeAicies  respo: 
sible  for  ouildir.y  constructiOAi  and  r.ainteAnanco , and  the  Planniny 
Director. 


AA.dootiOAi  of  Canital  3ud.~et  and  CAinital  Pro^ 


Act  217,  the  Capital  Facilities  Debt  Fne.blir.y  Act  enacted  in  1pc3  and  to  be 
revised  or  extended  on  or  before  February  2c,  Ipo^,  provides  the  machinery  ; 
irr'.plementiny  the  annual  capital  budyet. 

1.1  addition,  the  revised  State  Con.ititutioAi , effective  on  or  before  July  1, 
IpyC,  v.’ill  rcopairc  the  subifiission  co  tin  Central  Assc.ubly  of  a five-year 


no  orovision  in 


oporatiAiy  and  a five-year  c-apital  proyra;/;.  There 

consuioUtion  lor  action  Oix  ex.AAAcr  Ox  v.iese  proyrart^is  bp^  t n * 

Kouevor,  the  Task  Force  of  the  Little  Hoover  Cor,';r.';ittee  recG.T..T.ends  that; 


l6.  The  General  Assembly,  in  its  revision  of  the  Capital  Facilities 
Debt  Enabliny  Act  of  'iJ/oS,  co.ixider  t};o  feasibility  of  endorsiny 
or  adopting  in  some  manner,  preferably  by  .joi.it  resolution  of  both 
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Senate  and  House  of  Roprosontativcs , the  five-year  capital 
program,  if  not  both  programs. 

17.  The  Task  Force  also  reccrnmcnds  that  in  fixing  any  permanent 
dates  both  for  submission  and  action  by  the  General  Assembly 
on  budgets  and  five-year  programs,  the  General  Assembly  recognize 
the  desirability  of  taking  action  on  capital  programs  in  advance 
of  the  operating  programs,  so  that  the  operating  programs  v;ill 
receive  the  necessary  funds  to  carry  out  programs  envisioned 

by  capital  expenditures. 

18.  It  is  also  recommended  that  the  General  Assembly  devise  an 
appropriate  means  of  requiring  that  new  capital  programs  which 
it  proposes  be  added  to  or  subtracted  from  the  recommendations 
made  by  the  Governor  be  submitted  via  the  Governor  to  the  Planning 
Director  for  his  comment  prior  to  the  action  being  taken,  in  order 
that  the  legislature,  in  acting  thereupon,  may  have  the  benefit 

of  the  staff  work  that  the  planning  staff  must  be  capable  of 
providing. 

19*  Finally,  it  is  extremely  important  under  the  constitutional  debt 
limitation  provisions  recently  enacted  that  budgeted  capital  out- 
lays proposed  to  be  financed  from  proceeds  of  borrowing  be 
coordinated  with  current  and  future  estimated  annual  amounts 
that  may  be  borrowed  under  the  debt  limitations.  Appropriate 
cash-flow  statements  and  projections  should  be  prepared  and  sub- 
mitted with  both  five-year  and  current  annual  capital  budgets 
to  assist  in  maintaining  realistic  limits  on  debt  to  be  authorized, 
in  relation  to  debt  which  may  actually  bo  incurred  under 
constitutional  limits. 

Execution  of  Capita]  Budget 

20.  It  is  recommended  that  the  responsibility  for  supervising  the 

design  and  construction  of  Commonwealth  non-highv;ay  public  v/orks 
bo  centralized  in  the  Department  of  Property  and  Supplies  or  its 
successor  agency. 
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21,  It  is  recommended  that  a board  similar  in  composition  to  the 

General  State  Authority  board,  composed  of  members  representing 
the  executive  and  legislative  branches,  but  not  necessarily  either 
cabinet  officers  or  legislators,  to  be  appointed  by  the  Governor 
and  the  respective  heads  of  the  two  branches  of  the  General 
Assembly,  be  established  for  the  purpose  and  with  the  responsibil- 
ity of  reviewing  and  approving  the  acceptance  of  bid  proposals  in 
excess  of  amounts  estimated  in  the  capital  budgets,  including 
highways,  and  allocating  the  necessary  additional  funds  from 
amounts  earmarked  for  that  purpose  by  the  General  Assembly;  and 
in  addition,  that  the  Board,  to  be  known  as  the  Public  Works 
Commission,  also  review  the  qualifications  of  architects  and 
engineers  seeking  appointments  by  the  Commonwealth  with  a view 
of  creating  lists  from  which  the  appropriate  executive  appoint- 
ments can  be  made. 
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ORGANIZATION  ]'’OR  CAPITAL  BUDGETING 


Review  and  Appraisal 

The  capital  expenditure  structure  in  the  Commonwealth  of  Pennsylvania 
separates  into  substantially  throe  areas,  namely,  planning,  budgeting  and 
exe cut ion . 

The  first  is  variously  conducted  by  (a)  individual  agencies  and  program 

developers'  in  government  (b)  interested  groups  outside  government  and  (c)  the 

State  Planning  Board.  The  last  is  the  only  one  formally  charged  by  law  viith 

this  function.  It  is  a function  gra-nted  it  in  the  most  general  terms  by  the 

law  outlining  planning  functions  of  the  Planning  Board  which  states: 

Prepare,  amend  and  keep  up  to  date,  a long-term  development  program 
of  all  major  State  improvement  projects.  The  public  v/orks  program 
so  prepared  shall  be  a comprehensive  construction  and  financial 
program  covering  a long-term  period  and  shall  be  prepared  in  consul- 
tation with  the  several  State  departments  for  the  purpose  of  assist— 
long-term  budgeting  of  capital  expenditures,  in  stabilizing 
industry  and  employment  by  promoting  the  planning  and  timing  of  public 
works  within  the  State  and  by  the  elimination  of  unplanned,  untimely, 
unnecessary  and  extravagant  projects.  All  State  departments, 
divisions  and  officials  shall  submit  their  respective  long-term  pro- 
grams and  proposals  for  the  information  of  the  board.  The  board 
shall  encourage  the  preparation  of  detailed  plans  for  construction 
projects  by  the  departments,  boards,  commissions  and  other  agencies 
of  the  State.  All  plans  for  all  projects  as  enumerated  above  and 
originating  under  whatsoever  authority  or  department  shall  bo 
presented  to  the  State  Planning  Board  for  its  information  v/hen  first 
taken  under  consideration  by  such  authority  or  department  and  in  a pre- 
liminary form.  The  public  works  program  shall  be  revised  annually 
for  the  purpose  of  extending  it  one  year  in  the  future  and  a report 
thereon  shall  be  submitted  by  the  board  to  the  Governor  once  a year, 
or  more  often  if  requested  by  the  Governor.  It  shall  also  be  the 
duty  of  the  board  to  promote  and  encourage  the  development  of 
similar  public  works  programs  in  the  various  political  subdivision 
of  the  State  and  to  coordinate  local  public  works  programs  where 
joint  action  is  required. 

This  was  enacted  in  1949  is  the  basis  for  the  publication  in  recent 
years  of  printed  capital  works  programs  which  have  received  insufficient  atten- 
tion by  the  General  Assembly  which  ultimately  must  implement  any  public  works 
program,  however  financed. 
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The  law  as  enacted  in  1949  appears  to  have  all  the  elements  necessary  for 
the  development  of  a successful  public  works  program,  but  unfortunately  it  lod/red 

authority  in  an  agency  which  could  only  carry  out  the  function  proposed  by  assum- 

ing powers  delegated  by  other  laws  to  other  agencies  of  more  importance  to  the 
Governor  and  to  the  General  Assembly. 

In  other  words,  as  long  as  the  Planning  Board  went  through  the  motions  of 
preparing  a public  works  program  but  actually  did  not  do  so,  it  ruffled  no  feathers, 

stirred  up  no  hornets  nests  and  was  ignored.  But  the  moment  it  attempted,  as  the 

law  clearly  contemplated,  developing  not  only  public  v;ork3  plans  but  the  means  of 
financing  them,  it  was  in  deep  difficulties. 

Consider  for  a moment  the  implications  of  financing  — the  financing  could  be 
done  only  in  three  major  ways  (a)  from  debt  (b)  from  current  revenue  or  (c)  by 
self-liquidation  from  earnings  of  projects  or  programs  earmarked  to  pay  off  debt. 

But  nowhere  was  the  Planning  Board  given  either  the  authority  to  contract 
debt  or  to  determine  what  part  of  the  Commonwealth's  current  tax  revenues  should 
be  devoted  to  the  financing  of  a particular  public  v/orks  project  v/hich  is  con- 
sidered worthy  and  necessary. 

Consider  the  relation  of  the  Planning  Board  to  the  Governor. 

While  located  within  the  Governor's  office  for  administrative  services 
purposes,  it  is  an  independent  body  in  that  its  members  appointed  by  the  Governor 
serve  for  overlapping  terms  that  can  extend  beyond  the  term  of  the  appointing 
Governor.  Thus,  by  law  the  original  terms  of  four  expire  in  one  year,  the  terms 
of  four  others  in  the  following  year,  the  terms  of  another  four  in  the  third  year, 
and  the  terms  of  the  last  throe  in  a fourth  year.  This  moans  that  it  is  not  until 
the  final  year  of  a Governor's  term  that  all  members  whom  he  is  eligible  to  name 
are  of  his  selection.  V/hat  is  even  more  important  is  the  fact  that  at  the  begin- 
ning of  his  term,  ho  can  appoint  only  three  or  four,  depending  on  what  terms  are 
expiring,  and  if  the  Governor  is  unable  to  v;in  immediate  confirmation  of  his 
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appointaes  by  tho  Senate,  ho  will  have  no  advocates  on  the  Board  except  thoco 
who  are  also  members  of  his  cabinot,  who  serve  as  ex-officio  members  of  tho  Board, 
viz.  the  Secretaries  of  Agriculture,  Commerce,  Community  Affairs,  Highways  and 
Forest  and  Waters. 

The  chief  objection  to  a board  of  this  sort  is  that  the  membership  has  tended 
to  be  bipartisan  in  an  agency  charged  with  one  of  the  most  sensitive  jobs  in 
government,  viz.  deciding  what  capital  projects  the  Commonwealth  will  undertake 
to  advance  its  programs  and  tho  priority  given  such  projects. 

If  a Planning  Director  is  really  going  to  plan  and  is  going  to  have  cir.y  kind 
of  voice  in  deciding  what  portion  of  tho  state's  resources  is  to  be  devoted  to 
capital  and,  within  a capital  program,  how  each  program  or  category  is  to  fare, 
that  individual  must  be  directly  responsible  to  the  Governor  in  fact  as  well  as 
on  paper. 

Preparation  of  Capital  Dudgot 

Three  approaches  can  be  taken  to  tho  preparation  of  the  capital  budget. 

The  first  approach  would  be  tho  continued  use  of  tho  State  Planning  Board  with 
its  authority  and  responsibilities  more  clearly  stated  in  relation  to  the  operating 
budget.  If  this  approach  is  adopted,  then  it  would  also  be  necessary  to  revise 
membership  on  the  Board  so  that  members  serve  at  the  pleasure  of  the  incumbent 
Governor,  and  also  to  eliminate  operating  department  heads  from  membership  on  the 
Board  and  replace  them,  possibly  with  the  Budget  Secretary,  the  Secretary  of 
Administration  (if  a separate  office)  and  tho  Secretary  of  Public  Affairs.  The 
purpose  of  adding  these  staff  officers  of  tho  Governor  is  to  give  him  a strong 
voice  in  the  Planning  Board  deliberations,  something  which  ho  now  lacks. 

The  focus  of  the  Planning  Board  would  bo  placed  on  tho  preparation  of  a five- 
year  plan  of  public  works  rather  than  tho  annual  capital  budget.  If  this  occurs, 
then  the  current  year  of  tho  five-year  plan  would  be  the  current  capital  budget. 
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A second  alternative  is  to  assign  the  full  task  for  preparing  the  capital 
budget  and  the  capital  five-year  plan  to  the  Budget  Office  which  is  now  in  the 
process  of  developing  a new  Programming,  Planning-Budget  System  with  this  goal 
in  view.  This  would  require  either  the  outright  abolishment  of  the  capital 
improvements  planning  role  of  the  Planning  Board,  or  a severe  curtailment  of 
its  present  powers. 

A third  and,  so  far  as  the  Task  Force  is  concerned,  preferable  alternative, 
would  be  to  establish  as  an  integral  part  of  the  Governor's  office,  a Planning 
Director  appointed  by  the  Governor.  The  Planning  Director  would  cooperate  with 
the  Budget  Secretary  in  the  formulation  of  both  the  capital  and  the  operating 
five-year  budgets  required  by  the  Constitution.  Both  current  and  five-year 
capital  and  operating  budgets  would  be  prepared  by  the  Budget  Secretary,  In  the 
preparation  of  the  five-year  budgets,  the  Planning  Director  would  receive, 
review  and  prepare  recommendations  on  all  requests  for  items  to  be  included,  and 
would  submit  his  recommendations  to  the  Budget  Secretary.  In  the  event  the 
Budget  Secretary  should  not  concur  with  the  recommendations  of  the  Planning 
Director,  the  issue  would  be  resolved  by  the  Governor. 

A major  responsibility  of  the  Planning  Director  would  be  to  ascertain  that 
long-range  budget  requests  are  supported  by  evidence  of  adequate  planning,  in 
accordance  with  planning  criteria  promulgated  by  him. 

A determination  also  must  be  made  whether  the  Highway  Commission,  as  now 
constituted,  would  be  continued.  It  would  in  a sense  be  vieing  v;ith  the  Planning 
Director  and  the  Budget  Secretary  in  the  formulation  of  a long-range  capital 
program  because  it  is  soon  going  to  be  apparent  that  a major  component,  if  not 
the  major  component,  of  any  five-year  capital  program,  will  be  the  construction 
of  highways. 

Actually  there  should  not.be  two  authorities  preparing  public  works  programs. 
The  Budget  Secretary,  if  he  is  the  official  ultimately  deciding  needs  and  uses  of 
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resources,  must  not  have  a rival  in  this  field,  vising  for  the  same  resources, 
viz.  the  horrowed  funds  available  under  the  new  constitutional  ceiling.  The 
new  debt  limit  makes  this  consideration  an  imperative  one  if  any  future 
programming  of  available  resources  for  capital  works  is  to  function. 

Similarly,  the  functions  of  the  State  Board  of  Education  in  the  develop- 
ment of  facilities  for  higher  education,  must  be  reviewed.  It  must  not  be 
empowered  to  approve  new  community  colleges  and  other  educational  programs, 
involving  vast  capital  commitments,  without  first  having  its  place  designated 
for  it  in  a long-range  capital  program.  This  also  would  apply  to  Federal 
capital  funds  allocated  by  the  Higher  Education  Facilities  Commission. 

As  an  example  of  the  problem  in  the  current  year,  the  Department  of  Public 
Instruction  lists  two  new  community  colleges.  VJhat  this  means  in  terms  of  capital 
commitments  against  the  Commonwealth's  fairly  rigid  debt  limit,  is  completely 
unknown.  This  is  surely  part  of  the  capital  program  since  community  college 
construction,  no  matter  who  undertakes  it,  represents  a 50  percent  commitment 
on  the  part  of  the  Commonwealth  for  capital  expenditures. 

Conflict  vfith  Budget  Law 

Two  other  facets  of  existing  law  v;hich  require  consideration  in  connection 
with  axiy  revision  of  the  procedures  for  the  development  of  capital  works  programs 
are,  first,  Section  6OI  of  the  Administrative  Code  which  is  the  basic  authority 
for  the  Governor's  budget.  It  has  been  generally  assumed  that  this  applies  only 
to  the  operating  budget,  but  this  is  not  a fact  so  much  as  historical  precedent. 

The  language  of  Section  6OI  is  so  broad  that  it  encompasses  all  budget  making, 
both  operating  and  capital,  and  grants  powers  specifically  to  the  Budget  Secretary 
which  are  in  direct  conflict  with  those  assigned  the  Planning  Board  in  the  State 
Planning  Code  of  1949?  a-  portion  of  which  was  cited  above.  This  same  law,  however, 
states  that  the  Pleoining  Board  is  subject  to  all  the  provisions  of  the  Adminis— 
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trative  Code  of  1929,  without  qualification  of  any  kind,  which  v/ould  appear  to 
indicate  that  as  far  as  the  implicit  conflict  that  exists  between  the  powers  on 
budgeting  granted  to  the  Budget  Secretary  and  those  given  the  Planning  Board  on 
budgeting  of  capital  works  is  concerned,  it  is  immediately  resolved  in  favor  of 
the  Budget  Secretary  and  this  has  in  fact  been  more  or  less  the  situation. 

Historically,  when  the  Planning  Board  has  sought  to  exercise  the  pov/ers 
clearly  conferred  on  it  by  the  Planning  Code  without  regard  to  the  Budget 
Secretary  exercising  the  same  powers,  if  the  Budget  Secretary  has  entered 
specific  and  energetic  objections,  the  Planning  Board  has  generally  vacated 
the  field  or  at  least  sought  some  kind  of  truce  with  the  Budget  Secretary. 

But  the  conflict  has  never  been  satisfactorily  resolved  and  it  must  be,  if 
orderly  capital  budgeting  is  to  be  maintained. 

The  second  factor  involves  the  provisions  of  the  new  Constitution  which,  for 
the  first  time,  not  only  requires  an  annual  operating  budget,  but  also  an  annual 
capital  budget,  apparently  to  be  presented  separately.  In  addition,  the  Governor 
is  charged  with  submitting  a five-year  operating  plan  and  a five-year  public  works 
plan.  Only  the  current  annual  capital  budget  must  be  adopted  by  the  General 
Assembly. 

However,  the  Constitution  also  states  that  the  operating  budget  appropriations 
of  the  General  Assembly  in  any  given  year  cannot  exceed  the  actual  and  estimated 
revenues  available  and  surplus,  if  auiy.  This  replaces  the  former  constitutional 
requirement  for  a balanced  budget  that  was  fixed  by  the  Constitution's  $1,000,000 
debt  limit,  now  eliminated. 

It  is  an  interesting  sidelight  that  the  new  Constitution,  while  permitting 
the  legislature  to  authorize  borrowing  for  specific  capital  projects  itemized  in 
the  capital  budget,  bars  both  the  executive  and  the  legislature  from  borrov;ing 
aiiything  for  non-capital  purpose  without  the  explicit  approval  of  the  electors. 
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The  only  exceptions  are  debt  required  to  suppress  insurrections,  or  to 
rehabilitate  areas  devastated  by  natural  or  man-made  disasters. 
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DEFINITIONS  FOR  CAPITAL  BUDGET  ITEES 


Lack  of  Definitions 

It  is  worthy  of  comment  that  as  of  now  there  is  no  statutory  definition  of  a 
capital  project.  Up  to  the  present,  in  the  Commonwealth  it  has  Been  limited  to 
physical  things  built  or  purchased  for  the  Commonwealth. 

Here  are  some  of  the  things,  not  now  included,  that  possibly  should  be 
classified  as  capital  items  but  not  necessarily  to  be  financed  from 
borrowed  funds: 

1 . Computers  and  peripheral  equipment  purchased  by  the  Commonv;ealth 

either  outright  or  on  a lease-purchase  agreement. 

2.  Grants  to  local  agencies  for  capital  purposes  such  as 

a.  Industrial  development  loans 

b.  Port  development,  Philadelphia  and  Erie 

0.  Urban  renewal  and  redevelopment 

d.  Airport  development 

e.  Mining  area  restoration 

f.  Grants  to  municipalities  for  construction  of  utilities 
serving  state  institutions 

g.  Capital  equipment  at  state-owned  and  state-related  colleges 
and  universities 

h.  Rental  and  sinking  fund  payments  to  school  districts 

1.  Non-operating  educational  TV  grants 

j.  Capital  payments  to  community  colleges 

3.  Automotive  equipment. 

It  is  also  possible  that  the  $1,500,000  earmarked  in  the  Department  of 
Property  and  Supplies'  current  appropriation  for  salaries  and  expenses  for  its 
Bureau  of  Construction  can  be  construed  to  be  a capital  expense  in  the  same 
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manner  as  the  administrative  costs  of  the  General  State  Authority  and  other 
authorities  are  construed  as  such. 

It  should  be  remembered  that  the  new  Constitutional  provisions  do  not 
require  that  capital  works  be  paid  for  with  borrowed  money.  V.Tiat  it  does 
require  is  (l)  that  there  be  a capital  budget  listing  or  itemizing  projects 
(and  possibly  programs),  and  (2)  a plan  for  paying  for  them,  vfnich  in  a sense  is 
what  the  Planning  Code  now  requires  of  the  Planning  Board. 

What  does  the  Administrative  Code  now  require  of  the  Budget  Secretary? 

1 . It  requires  him  to  obtain  the  information  from  which  a budget  is  con- 
structed. He  is  required  to  prepare  the  forms  and  distribute  them  to  the 
concerned  agencies  no  later  than  August  I5  of  the  year  before  the  budget  is  to 

be  submitted.  The  forms  provide  that  the  agencies  supply  information  to  the  Budget 
Secretary  on  revenues  and  expenditures,  a list  of  appropriations  for  the  current 
year,  the  expenditures  therefrom,  the  encumbrances  and  the  unencumbered  amounts 
and  estimated  amounts  of  money  needed  for  the  coming  fiscal  year,  as  v;ell  as 
estimates  of  revenue. 

The  Budget  Secretary,  as  such,  is  not  doing  everything  required  here.  There 
is  an  estimate  of  expenditures,  encumbrances  and  unencumbered  balances  prepared  and 
distributed  each  month  but  by  an  office  over  which  he  has  no  control,  except  when, 
as  is  currently  the  case,  the  offices  of  Budget  Secretary  and  Secretary  of 
Administration  are  held  by  the  same  person. 

2.  The  estimates  of  revenues  and  expenditures  required  to  be  given  the  Budget 
Secretary  by  the  departments,  boards  and  commissions  and  all  others  are  lim.ited  to 
money  to  be  received  or  spent  in  a fiscal  year,  although  the  Budget  Secretary,  at 
the  direction  of  the  Governor,  may  make  additional  inquiries  which  presumably  would 
go  beyond  the  fiscal  year,  if  that  was  the  Governor's  instruction. 
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At  no  point  is  the  Budget  Secretary  given  authority  either  to  alter  or  arr.end 
the  estimates,  either  of  revenues  or  of  expenditures.  This  authority  is  specific- 
ally lodged  in  the  Governor,  who  can  only  do  so,  "after  giving  to  each  department, 
board,  commission,  institution  or  other  agency,  an  opportunity  to  be  heard." 

The  present  Administrative  Code  must  be  revised  to  bring  it  into  line  with 
the  new  provisions  of  the  Constitution,  setting  forth  in  more  detail  than  the 
Constitution  does,  how  the  various  facets  of  the  budget  are  to  be  presented  to 
the  General  Assembly,  and  what  actions  must  be  taken.  Again,  there  should  be  a 
legal  definition  of  what  are  capital  projects,  of  what  should  be  included  in  a 
five-year  operating  plan  and  what  should  be  included  in  a five-year  capital  plan, 
and  what  should  be  done  with  them.  Furthermore,  a legal  definition  of  revenue  is 
badly  needed,  particularly  since  this  is  a term  used  in  both  the  Constitution  and 
the  Administrative  Code. 

For  example,  the  budget  of  the  Highways  Department  includes  as  revenue  v/hat 
is  received  from  non-tax  and  tax  sources,  from  borrowed  funds  and  from  Federal 
grants,  but  the  General  Fund  budget  does  not.  Revenue  in  that  case  is  limited 
to  what  is  paid  into  the  State  Treasury  from  taxes  and  related  non-tax  sources 
while  another  rather  questionable  term  of  "augmentations"  has  been  applied  to  a 
whole  range  of  funds  from  other  sources,  particularly  Federal. 

The  fact  that  the  Budget  Office  does  not  include  Federal  funds  as  revenues 
in  the  General  Fund  budget  results  in  greatly  distorted  fiscal  data,  because  while 
the  expenditures  do  incorporate  Federal  funds  in  the  proposed  spending,  the  so- 
called  augmentations  are  appropriated  only  in  blanket  terms.  There  is  no  attempt 
whatsoever  to  control  the  expenditure  of  borrowed  funds  except  by  blanket  appro- 
priations made  at  the  time  permission  is  granted  to  borrow,  which  may  come  at  one 
time  for  a particular  bond  issue,  or  for  a whole  range  of  expenditures  on  other 
occasions . 
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This  has  heen  done  so  often  and  so  frequently  that  no  one  ever  raises  the 
question  anymore  whether  this  conforms  with  those  provisions  of  the  Constitution 
which  read: 

Article  III,  Section  11; 

The  General  Appropriation  bill  shall  embrace  nothing  but 
appropriations  for  the  executive,  legislative  and  judicial 
departments  of  the  Commonwealth,  for  the  public  debt  and 
for  the  public  schools.  All  other  appropriations  shall  be 
made  by  separate  bills,  each  embracing  but  one  subject. 

Then  we  have  Section  24 

No  money  shall  be  paid  out  of  the  treasury  except  on  appro- 
priations made  by  law  and  on  warrant  issued  by  the  proper 
officers . 

Whether  blanket  appropriations  extending  over  a year  or  many  years,  such  as 
the  appropriation  of  all  moneys  in  the  Motor  License  Fund  to  build  highways,  meet 
these  two  Constitutional  requirements  is  open  to  question. 
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CAPITAL  IMPRO^/SrffiNTS  PLANNING  PROCEDURES 


The  oonclusion  of  the  Task  Force  on  Capital  Expenditures  as  to  the  outstanding 
deficiency  in  the  Commonwealth's  public  improvements  planning  processes  tends  to 
substantiate  similar  conclusions  of  prior  studies  by  the  Pennsylvania  Economy 
League,  by  Day  and  Zimmerman,  Inc.  and  by  the  Stanford  Research  Institute  (unpub- 
lished). This  conclusion  is  that  a major  - if  not  the  major  - cause  of  delays  in 
design  and  construction,  changes  during  construction,  erroneous  cost  estimates  and 
unsuitable  finished  projects  is  the  inadequacy  or  total  absence  of  proper  and  real- 
istic preliminary  planning  (pre-planning)  from  the  earliest  stages  of  conception 
of  a capital  improvement  project. 

Instances  are  cited  in  the  aforementioned  study  reports,  and  have  been  aug- 
mented by  those  testifying  before  the  Task  Force,  where: 

At  the  outset  of  design  of  an  approved  project,  the  proposed  building 
site  IS  found  to  be  unavailable  or  unsuitable;  or  no  provision  is  made 
for  providing  necessary  utility  services; 

At  the  opening  of  bids,  cost  estimates  are  found  to  be  totally  unreal- 
istic; 

During  design  stages,  the  basic  design  features  or  characteristics  and 
even  the  use  concept  of  the  project  are  almost  totally  altered; 

During  construction,  major  alterations  of  design  and  purpose  are 
requested  and  undertaken; 

After  completion,  alterations  and  additions  are  begiun  almost  immed- 
iately in  some  instances,  while  in  others,  portions  of  completed 
facilities  go  unused  or  are  used  for  unintended  purposes. 

The  blame  for  the  excessive  delays  and  costly  changes  resulting  from  these 
instances  can  usually  be  traced  to  lack  of  clear,  carefully  developed  concepts  of 
need  and  of  utilization  and  general  design  criteria  at  the  time  a project  is  con- 
ceived by  the  using  agency,  or  subsequently  at  the  time  it  is  successively  approved 
by  the  department  head,  the  State  Planning  Board,  the  Governor  and  the  Legislature. 
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The  most  common  recommendation  to  correct  this  major  deficiency  has  been  to 
initiate  formal,  professional  pre-planning  at  the  earliest  stages  of  conception 
of  all  major  building  projects,  to  include  development  of  an  architectual  concept 

or  program,  specification  of  general  design  criteria  and  estimation  of  construc- 
tion costs. 

According  to  testimony  received  by  the  Task  Force,  steps  toward  carrying  out 
this  objective  have  been  initiated  through  the  General  State  Authority.  Regardless 
of  any  changes  which  might  take  place  in  the  organizational  responsibilities  for 
design  and  construction  of  Commonwealth  capital  improvements,  the  need  is  evident 
for  carrying  forward  this  program. 

Another  major  impediment  to  effective  capital  improvements  programming  or 
budgeting  is  the  absence  or  inadequacy  of  comprehensive  long-range  program.s  for 
development  of  Commonwealth  institutional  facilities.  Such  comprehensive  plans 
should  be  prepared  for  each  major  function  and  for  each  institution  utilizing 
state-owned  or  state-aided  buildings,  and  should  clearly  relate  future  capital 
development  plans  to  approved  operating  program  goals  and  objectives.  Availability 
of  comprehensive  development  plans  is  essential  to  permit  realistic  and  reliable 

judgments  as  to  individual  projects  requested  to  be  included  in  five-year  or  aruiual 
capital  budgets. 

A further  essential  aid  to  sound  capital  budgeting  is  a central  perpetual 
inventory  of  state  owned  land  and  improvements.  Earlier  reports  on  the  Comm.on- 
wealth's  capital  budget  procedures  have  recommended  that  such  an  inventory  be 
conducted,  but  no  specific  action  has  been  taken  apparently  due  to  lack  of 
available  funds  for  this  purpose. 

In  addition  to  the  need  for  preliminary  and  basic  comprehensive  planning,  aided 
by  a capital  facilities  inventory,  it  is  important  that  those  responsible  for  pre- 
paring and  making  decisions  on.  capital  bndgets,  proposed  to  be  the  Planning  Director 
and  Budget  Secretary,  exert  certain  disciplinary  measures  to  assure  serious  partici- 
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pation  by  those  agencies  submitting  capital  budget  requests.  The  objective  should 
be  to  make  certain  that  adequate  preliminary  planning  has  been  completed  prior  to 
submission  of  capital  improvement  project  requests,  and  that  projects  to  be  incor- 
porated in  current  annual  capital  budgets  have  been  submitted  and  approved  for 
inclusion  in  prior  five-year  capital  budgets. 
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EXECUTION  0?  CAPITAL  EUUCET 


A major  problem  in  connection  with  the  capital  budget  revolves  around 
its  execution.  This  has  been  a divided  responsibility  at  present  v/ith  the 
Highways  Department  alone  responsible  for  the  highway  construction  program, 
but  both  the  General  State  Authority  and  the  Department  of  Property  and  Supplies 
responsible,  in  an  overlapping  fashion,  for  its  execution. 

There  seems  to  exist  a unanimity  of  viev/  that  one  agency  should  be  solely 

responsible  for  public  works,  exclusive  of  highways.  But  there  is  no  agreement 

* 

on  whether  that  agency  should  be  the  General  State  Authority  as  presently  consti- 
tuted, the  Department  of  Property  and  Supplies  with  an  expanded  Bureau  of 
Construction,  or  an  entirely  new  agency  - a Public  Works  Administration  or  som.e 
such  title.  The  advantages  of  one  agency  are  too  obvious;  the  disadvantage  of 
several  agencies  sharing  responsibility  is  that  no  agency  is  really  responsible 
and  more  time  is  spent  avoiding  responsibility  and  decisions  than  in  executing 
the  budget. 

It  obviously  would  be  an  advantage  to  any  administration  to  have  its  building 
agency  directly  responsible  to  it  in  the  same  manner  as  the  Highv/ays  Department  is 
now  part  of  the  administration.  What  has  been  proposed  is  that  if  the  responsi- 
bility for  public  works  is  given  to  the  Department  of  Property  and  Supplies  or  a 
new  agency  under  the  Governor,  then  there  should  be  created  a new  independent 
board,  composed  jointly  of  representatives  of  the  executive  and  the  legislative 
branches,  with  the  all  important  function  of  passing  on  more  than  normal  addi- 
tional authorizations  in  the  cost  of  projects.  This  function  is  now  performed 
by  the  Board  of  General  State  Authority.  The  new  board,  suggested  to  be  named 
the  Public  Works  Commission,  would  also  have  the  function  of  recommending  to 
the  Governor  panels  of  architects  and  consultant  engineers  from  which  he  v/ill 
make  selections  for  design  and  engineering  of  public  improvements. 
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If  such  a plan  is  adopted,  the  necessity  of  retaining  the  General  State 
Authority,  except  for  the  purpose  of  liquidating  existing  Authority  financing, 
will  vanish.  Its  staff  will  naturally  continue  to  serve  the  State  as  "before  "but 
under  different  management.  Even  if  the  Authority  is  retained,  it  will  be 
necessary  to  decide  if  borrowed  funds  should  be  used  for  payment  of  Authority 
administration  costs. 
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